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Baar Mr. Chairman:

This Yetter 15 in further respense to your letter of Fabruary 8,
1974, and subreguent Jiscussions with your staff concerning our agreerent
to continuously montter the operaticrs of the Federal Lewergy Adninistrz- 75
tion. In our Dacember 6, 1374, reorort to you on "Preblens in the Federal
Enerqv Adrministration's Comoliance and Enforcement Dffort” (B-173205),
we aiscussed majar rroblems in tre Administration's compliance and
enforeement activities. In particular, we rointed out the need for the
Adninistration to audit producers of crude oil and to improve its audits
at the refinery level,
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In December 1974 hearings before the Subcommitiee on Peoreanization, 2
Research, and International Organizations, Serate Cormittee on Government =
Operations, Aominisyration oificials agreed that their compliance and =
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enforcement progran needed consicerabie redirection to enhance 118
effectiveness. They stated that a revised staffirg plan had been approved,
which would strengthen their compliicrce and enforcement efforts, particu-
§ larly &t the producer and refiner levels. .

This Jetter provides infcrmation on the Administration's progress in
redirecting the compliance ang enforcerent program sirce the hearings,
along with preliminary inforration on the results of the initiel crude
011 producer audits,

At September 32, 1974, 850 employees were assigned to the
Adninistraticn's co~plianc~ and entercerent pregram, Of these £50, 696
were assigned to the vetail-wholesale augits, 88 to refinery audits, end
&6 to propare investigations. In Cctober 1974, the Administration
approved a revised steffing plan for the compliiance and enforcement pro-
gram o be effective December 31, 1874, The following table shows the
Administration®s planned allgcation of manpower 2% December 3V, 1974, end
the actudl allocations as of December 31, 1974, and March 14, 1975,
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Plannzd Actual Retual
CActivity 12-31-74 12-31-74 3-14-75
Refiners 188 83 96
Producer audits
{Project Manipulator} 143 ‘ 25 64

Propana {nvestications
(Project Speculator) 30 70 78
Utility fuel audits

(Project Escalator} - 20 88
Retailers-wholesalers 363 555 419
Total 784 758 8746

8Administration officials estimated that 20 to 30 additional
employees had been hired but had not been assigned to one of
the activities.

Administration officfals stated that completion of the planned
staffing changes had been delayed, primarily because of preblems in

redeploying staff among Adninistration regions. Under the Administration'

revised staffing plan, all regicns experienced either a reduction or an
increase in their compliance and enforcement staffing. In additien,
many empioyees who had been assigred to retall investigations were not
qualified to do the more technical audit work associated with other
cormpliance and enforcersent activities. As a result, the Administration.
had to terminate sorme employees or initiate reemployment rights with
other Federal agencies, transfer certain employees to other regions, and
hire and train new employees. According to these officials, these
changes were tire consuming and are still being implemented. The

officials & so stated that they had not anticipated the need for ytility ‘

fuel audits in October 1974 and that assigning employess to such audits
inhibited their ability to commit more staff to other activii -s.

CRUDE OIL PRODUCE? AUDITS

- On November 22, 1874, Administration headquarters initiated & cruds
0%l producer audit program. The 125 producers who reported’ the greatest
volume increase in new oil from September 1973 to October 1674 were

selected for audit. The regional offices selected 72 addition21 producers
for audit, primarily on the basis of recormendations the refinery auditors

made.

As of March 21, 1975, 40 audits had been completed and 87 additional
audits were in process. In making these 40 auclits, the Administration
uncovered 27 possible violations. As 2 result, the producers made 2
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voluntary rollbacks and signed 9 consent agreements,and the Administration
issued 2 Notices of Probable Violations and drafted 14 additional notices.
The two voluatary rollbacks re-ulted in refunds of $158,658, and the

nine consent agreerents resulted in refunds of $834,%03 and penalties of
$46,658. The dollar zrount of the refunds rance4 from S421 to $468,326
and penalties paid ranged from $200 to $35,000. “he officials told us
that they haé no precise estimate of the doi!ar arount of the violations
associated with the notices. 0Orce 3 notice is issued, the Administration
reets with the corpanies or individuals invelved, at which time they have
the opportunity to provide additicnal 1nfor~at€on concerning the potantial
violatfon. Further, the amount of refund and/or penalty involved is
subject to compromise tetween the Administration and the company or
individual involved. The 14 notices which had been drafted are pending
review by the Administration's General Counsel before being issued.

The majority ¢f the violations uncovered -1ted from producers
claiming more new and released ol producticn o . their wells actuslly
produced. This was dsne by several methods, including changing lease
arrangements and understating base period production. Also, some
producers ie-uroperly classified wells as stripper wells when, in fact,
they produced more than the allowable voiume a day,

After the Adninistration completes the initial 197 audits, 1t plans
to audit the next 1,000 companies that show the largest percentage
increase in new oil. Also, *o develop additional target areas for audit,
the Administration is cbtat.ing listings from refiners of the producers
which supply them with <riude oil,

Sincere1y yours.
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Phiilip S. Hughes
Ass. tant Comptroller General
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